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What are you waiting for? 
We’ve made some significant adjustments to our 
forecasts for the OCR and now expect the OCR to move 
more quickly to neutral than previously forecast. We 
now see two consecutive 50bp cuts in the OCR at the 9 
October and 27 November meetings, which will take the 
OCR to 4.25% at the end of 2024. This will leave the OCR 
just 50bp above our long-term neutral rate of 3.75%. 

We anticipate a much slower, highly data dependent 
and uncertain path lower in the OCR in 2025. We have 
pencilled in 25bp cuts in each of the February and May 
Monetary Policy Statements taking the OCR to the long-
term terminal rate of 3.75% by mid-2025. 

Official Cash Rate forecasts 
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The case for a more front-loaded profile for OCR cuts 
primarily rests on strong signs that the forward inflation 
profile will be much more benign in aggregate that we 
have seen since 2021. We now see annual inflation falling 
to 2.4% in Q3 2024 and falling further to 2.2% by the 
end of 2024. This is a markedly lower forecast level for 
inflation than we have expected for quite some time and 
means that the mid-point of the RBNZ’s target range is 
now tantalisingly close.
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Key data and event outlook

Date Event

9 Oct 24 RBNZ OCR Review

10 Oct 24 Govt to release 2023-24 Financial Statements

11 Oct 24 NZ Selected price indexes, September

16 Oct 24 NZ CPI, September quarter

5 Nov 24 RBA Monetary Policy Decision

6 Nov 24 Labour market statistics, September quarter

7 Nov 24 FOMC Meeting (Announced 8 Nov NZT)

7 Nov 24 (tbc) Govt financial statement, 3 months to September

11 Nov 24 RBNZ Survey of Expectations, September quarter

14 Nov 24 NZ Selected price indexes, October

27 Nov 24 RBNZ OCR Review & Monetary Policy Statement

10 Dec 24 RBA Monetary Policy Decision

16 Dec 24 NZ Selected price indexes, November

18 Dec 24 (tbc) Half-Year Economic and Fiscal Update
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Revisions to OCR and CPI forecasts 
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Last week’s QSBO confirmed this relatively benign picture 
for short-term pricing pressures which contrasts with the 
more resilient picture from the monthly ANZBO survey. 
The monthly Selected Price Indices had shown weaker 
tradables inflation than our August Economic Overview 
forecasts had embodied. The QSBO is consistent with 
our sense that there may be more downside risks to our 
short-term CPI forecasts.

CPI and pricing indicators 
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These forecasts and associated risks leave us thinking 
that the RBNZ will not see either headline inflation or 
inflation expectations as an impediment to bringing 
the OCR to neutral levels relatively quickly. And indeed, 
with inflation soon to be at the middle of the 1-3% target 
range, there is a higher hurdle to arguing that interest 
rates need to be relatively high compared to neutral 
levels (which we assess as being around 3.75% compared 
to the current 5.25% OCR). 

Another conundrum we have been wrestling with is 
the current state of economic activity and the speed 
at which the economy will pick up as the RBNZ eases. 
June quarter GDP outperformed the worst fears of the 
pessimists (and the RBNZ). Some indicators have been 
relatively positive (such as business confidence, house 
sales, mortgage applications and the ANZ Truckometer) 
whereas other indicators have reflected less optimism 
(consumer confidence, the PMIs, house prices, weekly 
employment trends). 

Sentiment indicators (standardised) 
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The premier indicators of economic activity come 
from the NZIER Quarterly Survey of Business Opinion 
which gave a more downbeat vibe than the ANZBO 
survey. Economic momentum likely remains in negative 
territory and while businesses especially are more 
confident of better times next year, we have some 
distance to travel before those become front of mind 
from a policy standpoint. This means that there are still 
some disinflationary pressures in the pipeline. This is 
fortunate, as non-traded inflation remains far too high. 
But given the lags between activity and inflation, the 
RBNZ will be taking comfort that the progress made on 
headline inflation through lower tradables inflation will be 
preserved by lower non-tradable inflation in the not-too-
distant future.

Another issue is that the global interest rate cycle has 
decisively turned in recent months. Central banks have 
been responding to a global inflation shock and have 
generally responded in similar ways. We now find the 
RBNZ fitting well into the group of advanced economy 
central banks who have already eased significantly and 
look set to ease by a deal more by the end of Q1 2025. 
The RBNZ will need to reduce the degree of restriction 
relatively quickly to keep pace with its peers. And now 
with inflation projected to be close to target, and the 
economy operating a fair margin below its productive 
capacity, there is a less obvious case for maintaining 
restrictive settings. 

The bottom line is we think the RBNZ MPC will be asking 
themselves “What are we waiting for?” when considering 
the case for maintaining the OCR at what are reasonably 
tight levels – even based on Westpac’s 3.75% neutral 
OCR let alone the RBNZ’s 3% to 3.5% range of shorter run 
neutral OCR estimates. If the answer to that question is 
“not much” then the path ahead seems clear – especially 
given the RBNZ has a long gap between meetings from 
November 2024 to February 2025. 

We had thought for a while that if a 50bp cut was to 
occur, then the November Monetary Policy Statement 
seemed the most compelling time given that gap in the 
calendar. And if the case for a 50bp cut in November is 
strong, then the case for that move to come in October 
also seems compelling. We don’t think there will be 
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enough risk in the Q3 CPI or labour market reports 
coming late October/early November to really shake 
the case for more substantial OCR adjustment before 
Christmas. If those risks materialise, then there is plenty 
of scope for the RBNZ to cut the OCR less in November if 
need be. 

As suggested in our recent Hawks and Doves note, 
reasonable arguments can be made for both maintaining 
a 25bp point pace of easing and accelerating the pace 
to more quickly return policy to a neutral stance. The 
projected step up in the pace of easing in October 
is a more finely balanced decision (perhaps a 60% 
probability) whereas the probability of a larger easing in 
November looks much higher.

The path of the OCR in 2025 will necessarily be more 
uncertain. More front-loaded policy adjustment before 
Christmas balances the risks around the degree of 
adjustment required in 2025. We have pencilled in a 
slower adjustment in the OCR to neutral levels of 3.75% 
in the first half of next year. But it’s plausible that less or 
more adjustment occurs. We don’t see a case for the OCR 
to move below neutral right now. Over coming months, 
the RBNZ will need to carefully assess the responsiveness 
of the economy to what will be a significant adjustment in 
financial conditions.

We suspect the RBNZ will see modest risks of front-
loading more easing in October if it has the room to scale 
the degree of future easing back should data suggest that 
appropriate. The market reaction to the stronger than 
expected US employment report over the weekend is a 
case in point. Market expectations further out into 2025 
and 2026 are likely not well anchored. The RBNZ could 
take the opportunity to anchor those expectations better 
by drawing a firm corollary between greater easing now 
reducing the need for more easing later. Pointing markets 
to the future data as opposed to the current focus on 
trend following and reversion-to-mean type analysis will 
be useful in that regard. 

The choice between a 25 vs 50 bp move this week is finely 
balanced (we see a 60:40 split in probabilities). 25bp will 
be more favoured if the RBNZ puts more weight on:

 • A straight read of the data starting points (GDP 
stronger than expected, high frequency indicators 
bouncing back to varying degrees).

 • The strength of forward-looking sentiment indicators 
such as business confidence.

 • Consistency with their previous published interest rate 
track and the desire for gradualism.

A 50bp cut will likely be more favoured if: 

 • Their read of the monthly selected price indices and 
QSBO pricing indicators points to downside risks 
to their near-term CPI forecasts (as is the case with 
Westpac’s forecasts).

 • They weigh more highly increased signs the global 
interest rate cycle is turning down in the next few 
months combined with the long gap between meetings 
over the December-January period compared with 
global peers.

 • They put weight on the indicators of the “here and 
now” for economic momentum which seem markedly 
less positive than the forward-looking sentiment 
indicators (QSBO activity and employment indicators, 
house prices, PMIs, weekly filled jobs data). 

We did get some other data and announcements that 
are relevant to the assessment of future economic 
momentum. Filled jobs for August rose 0.2% which is 
stronger than previous readings. However, based on the 
past pattern of revisions, we think it will be revised to a 
flat result in coming months. Moreover, the latest weekly 
data has taken another leg down in early September 
which could be a portent of further weakness and would 
be consistent with our view the unemployment rate still 
has a way to rise over coming quarters. 

More positively for the growth outlook, the Government 
announced a new developer underwrite scheme on 
Friday and the list of projects eligible for consideration 
under new Fast-Track consenting legislation. These 
developments are unambiguously positive for growth but 
probably not immediately. Some, such as the developer 
underwrite scheme, may only have a marginal impact 
given their scope looks to be limited to larger developers 
who perhaps already have ready access to finance. 
The Fast-Track projects, while on a quicker than usual 
timeline, will take some time to bear fruit and are more 
likely to benefit growth later in 2025 onwards as opposed 
to the here and now. And while eligible for a Fast-Track 
consent, these projects will only go ahead if they can 
secure funding. 

Kelly Eckhold, Chief Economist

https://www.westpac.co.nz/assets/Business/tools-rates-fees/documents/economic-updates/2024/Bulletins/Economic-Data_260924-Hawks-doves-kiwis_bulletin_26Sep24.pdf
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Chart of the week.
Retail spending levels are continuing to track sideways and 
are yet to show signs of a pickup following July’s tax cuts. Our 
tracker of spending on Westpac issued credit and debit cards 
showed that spending in the three months to September was 
only up 0.7% on this time last year, which is below the rate of 
population growth. It’s also well below the rate of inflation, 
with price rises in non-discretionary areas like housing rents, 
insurance and utilities crowding out spending in other areas. 
Consistent with that we’ve seen weakness in spending on 
furnishings and in the hospitality sector. By region, spending 
has been particularly weak in Wellington and is also looking 
soggy in Auckland. We think spending will remain subdued 
over the remainder of 2024, but will start to pick up next year 
as softening inflation and lower interest rates ease the pain on 
households’ back pockets. 

Retail spending continuing to track sideways 
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Fixed versus floating for mortgages.
Following the RBNZ’s 25bp cut in August, we expect 50bp cuts 
at both the October and November reviews. We also expect 
some further, but more gradual, cuts in 2025. 

A significant amount of OCR easing is already factored into 
longer-term mortgage rates. This suggests that it’s now 
more attractive to fix for longer periods than it has been 
for a while – perhaps even for terms as long as two to three 
years. Mortgage rates for shorter terms of up to a year are 
substantially higher now but are likely to fall in the coming 
months towards current longer term fixed rates.

NZ interest rates 
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Global wrap
North America.
US non-farm payrolls rose a stronger than expected 254k 
in September (with 72k of upward revisions), while the 
unemployment rate fell 0.1ppt to 4.1%. In other news, 
the ISM’s manufacturing index was steady at a soft 47.2. 
However, reported job openings rose in August and the 
ISM’s services index rose 3.4pts to a 19-month high of 
54.9. Ahead of the jobs data, Chair Powell reiterated 
that he foresaw two more 25bp rate cuts this year if the 
economy evolves as expected. This week the focus in the 
US will on Thursday’s release of the CPI for September. 
Further inflation news will come with Friday’s release of 
the PPI report and University of Michigan’s consumer 
survey, while Wednesday’s FOMC minutes will be read for 
further clues about the Fed’s reaction function. 

Europe.
Core inflation in the euro area nudged down to 2.7%y/y 
in September, while the final September PMI’s confirmed 
that a loss of growth momentum, albeit by less than 
indicated in the flash reports. Expectations that the ECB 
will ease policy again this month were boosted after 
President Lagarde said that the Bank was increasingly 
confident that inflation will fall to its 2% target and that 
“We will take that into account in our next monetary 
policy meeting in October.” Comments made by BoE 
Governor Bailey also hinted at the potential for a faster 
pace of policy easing. The coming week should be 
relatively quiet, with Germany’s IP report and the UK’s 
GDP report of greatest note. 

Asia-Pacific.
Recent actions to boost China’s economy were further 
motivated by last week’s PMIs, which pointed to an 
economy that was very subdued in September. With 
markets reopening tomorrow following the Golden 
Week holiday, interest will centre on any further policy 
actions that might be announced and on whether China’s 
stock market can build on its pre-holiday gains. On the 
data front, China will release September inflation and 
international trade data on Sunday. Elsewhere in Asia, the 
BoJ’s Tankan survey indicated that business sentiment 
remained upbeat and that firms expected inflation to 
remain above the Bank’s inflation target. Even so, new 
PM Shigeru Ishiba – a previous monetary policy hawk – 
said that economic conditions don’t currently warrant 
a further hike in interest rates. In Australia, the coming 
week will bring updates on consumer and business 
confidence and job advertising levels, as well as the 
release of the minutes from the last RBA Board meeting. 

Trading partner real GDP (calendar years)

Annual average % change

2023 2024 2025 2026

Australia 2.0 1.3 2.2 2.4

China 5.2 4.8 4.5 4.5

United States 2.5 2.6 1.7 1.7

Japan 1.9 0.2 1.1 0.9

East Asia ex China 3.3 4.3 4.2 4.1

India 7.8 7.0 6.8 6.5

Euro Zone 0.4 0.6 1.5 1.3

United Kingdom 0.1 0.9 1.3 1.4

NZ trading partners 3.3 3.2 3.2 3.2

World 3.2 3.3 3.2 3.2

Australian & US interest rate outlook

4 Oct Sep-24 Dec-24 Dec-25

Australia

Cash 4.35 4.35 4.10 3.35

90 Day BBSW 4.41 4.42 4.19 3.50

3 Year Swap 3.64 3.60 3.60 3.50

3 Year Bond 3.61 3.55 3.50 3.35

10 Year Bond 4.07 3.90 3.90 4.05

10 Year Spread to US (bps) 23 15 15 5

US

Fed Funds 4.875 4.375 3.875 3.375

US 10 Year Bond 3.84 3.75 3.75 4.00

US non-farm payrolls and unemployment rate
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Financial markets wrap
Interest rates.
NZ swap rates were in consolidation mode last week, 
having delivered large declines to multi-year lows. Market 
pricing for RBNZ OCR cuts was aggressive and arguably 
too low, even allowing for the dovish shifts by all major 
economists who now forecast a 50bp, rather than a 25bp, 
cut at this Wednesday’s meeting.

The surprisingly strong US payrolls data on Friday has 
caused markets there to remove any chance of a 50bp 
Fed cut, and that has affected NZ rates markets this 
morning. The NZ 2yr swap rate has jumped from 3.56% to 
3.66%. And pricing now implies a 70% chance of a 50bp 
OCR cut this week, less confident than the 90% prevailing 
last week.

Wednesday is now shaping up to be a nervous day for 
NZ rates markets, given that US payrolls data surprise. A 
50bp OCR cut would push swap rates lower, while a 25bp 
cut would see an even larger reaction in the opposite 
direction. It will be difficult for the RBNZ to deliver an 
outcome which holds market rates steady.

Foreign exchange.
After rising from 0.5858 to 0.6379 in August and 
September, a correction was due. The fall to 0.6146 
this month represents the start of such a correction, 
which could extend lower to the 0.6000-0.6100 area 
before completion.

The US dollar, which earlier has weakened on 
expectations of large Fed rate cuts, has flipped direction 
as those easing expectations have been significantly 
pared. Markets no longer expect a jumbo 50bp rate 
cut, but rather more measured 25bp cuts, in the wake 
of some stronger US economic data. Friday’s labour 
data was much stronger than economists or markets 
had expected.

Looking at the week ahead, the main events which could 
ruffle NZD/USD will be the RBNZ MPR and US CPI inflation 
data. The RBNZ is widely expected to cut by 50bp, which 
would help weaken NZD/USD further on the day. A US 
inflation data surprise would affect the US dollar.

Official Cash Rate forecasts 
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FX recent developments

Historical data F’cast

Spot 3mth range 5yr range 5yr avg Dec-24

USD 0.616 0.586-0.636 0.555-0.743 0.645 0.62

AUD 0.907 0.897-0.925 0.873-0.992 0.929 0.91

EUR 0.562 0.542-0.569 0.517-0.637 0.581 0.56

GBP 0.470 0.456-0.479 0.456-0.535 0.502 0.47

JPY 91.7 86.1-98.6 61.3-98.6 80.7 88.3
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The week ahead

RBNZ Monetary policy review 
Oct 9 Current OCR: 5.25%, Westpac f/c: 4.75%, 
Market f/c: 4.75%

We expect the RBNZ will follow August’s 25bp cut with 
a 50bp move at the October policy review. Even after 
the August cut, the OCR is still at ‘tight’ levels. However, 
inflation will soon be back comfortably within the RBNZ’s 
target band, and recent survey data indicates that there 
could be further downside risk. At the same time, growth 
is weak and spare capacity in the economy is mounting. 
Moving quickly now could help to fend off a deeper 
than needed slowdown in activity, the labour market or 
inflation that could necessitate a deeper easing cycle 
down the line.

Official Cash Rate and RBNZ estimates of neutral 

0

1

2

3

4

5

6

7

0

1

2

3

4

5

6

7

2016 2018 2020 2022 2024 2026

%
 Range of RBNZ neutral estimates
 Estimated of netural over RBNZ forecast horizon
 Long-term neutral estimate

 Short-term neutral estimate
 Official Cash Rate

Sources: Bloomberg, RBNZ, Westpac

RBNZ August 
MPS forecast

%

Sep selected price indices 
Oct 11 

The September selected prices update will be an 
important indicator of the quarterly CPI out on 16 
October. We’ll be watching to see if the softness in the 
prices of volatile items like international travel and fuel 
has continued. We’ll also be keeping a close eye on 
domestic prices, like rents and takeaway foods. With a 
downturn in domestic activity in train, we have seen some 
softness in these areas in recent months. If that continues 
in September, it would be an important consideration for 
the RBNZ in their policy deliberations. 

Selected consumer prices 
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Sep REINZ house prices 
Due this week. Prices, last: -0.8%yr, sales: -0.7%

Consistent with reports from real estate agencies, we 
expect the September housing market report will show 
that sales have increased, albeit from low levels. However, 
house price growth is expected to remain muted, due to 
the sizeable inventory of unsold homes. 

Mortgage rates have started to drop and this will support 
the market over time. However, it will take time to fully 
pass through to housing market activity. 

REINZ house prices and sales 
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Economic and financial forecasts

Economic indicators Quarterly % change Annual % change

Mar-24 Jun-24 Sep-24 Dec-24 2023 2024 2025 2026

GDP (production) 0.1 -0.2 -0.2 0.4 0.7 0.0 1.4 2.3

Consumer price index 0.6 0.4 0.9 0.3 4.7 2.2 2.2 2.1

Employment change -0.3 0.4 -0.4 -0.2 2.9 -0.4 -0.1 1.5

Unemployment rate 4.4 4.6 5.0 5.3 4.0 5.3 5.6 4.9

Labour cost index (all sectors) 0.9 1.2 0.7 0.7 4.3 3.5 2.3 1.9

Current account balance (% of GDP) -6.7 -6.7 -6.3 -6.0 -7.1 -6.0 -5.2 -5.5

Terms of trade 5.1 2.0 1.7 0.5 -10.7 9.6 0.4 2.4

House price index 0.4 -0.4 0.0 0.5 0.6 0.5 6.3 4.0

Financial forecasts End of quarter End of year

Mar-24 Jun-24 Sep-24 Dec-24 2023 2024 2025 2026

OCR 5.50 5.50 5.25 4.25 5.50 4.25 3.75 3.75

90 day bank bill 5.66 5.63 5.31 4.25 5.65 4.25 3.85 3.85

2 year swap 4.91 5.01 4.06 3.60 5.28 3.60 4.00 4.00

5 year swap 4.40 4.53 3.81 3.65 4.85 3.65 4.25 4.25

10 year bond 4.69 4.74 4.31 4.15 5.09 4.15 4.40 4.35

TWI 71.6 71.4 70.9 71.2 70.8 71.2 70.6 69.4

NZD/USD 0.61 0.61 0.61 0.62 0.60 0.62 0.64 0.64

NZD/AUD 0.93 0.92 0.91 0.91 0.93 0.91 0.88 0.88

NZD/EUR 0.56 0.56 0.56 0.56 0.56 0.56 0.56 0.56

NZD/GBP 0.48 0.48 0.47 0.47 0.49 0.47 0.48 0.47

GDP growth 
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Unemployment and wage growth 
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House prices 
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Westpac 
forecasts

Consumer price inflation 
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Data calendar

Last Market 
median

Westpac 
forecast Risk/Comment

Mon 7

Aus  Public Holiday – – – Labour Day (NSW, SA, ACT) & King’s Birthday (Qld).

Sep MI Inflation Gauge, %yr 2.5 – – Continues to step-down as rebates kick-in.

Chn Sep Foreign Reserves, US$bn 3288 3309 – Authorities comfortable with TWI stability.

Eur Oct Sentix Investor Confidence, index –15.4 – – Outlook dampened by weakness in Germany.

Aug Retail Sales, %mth 0.1 0.2 – Consumers slowly regaining their footing.

US Aug Consumer Credit, $bn 25.5 13.4 – Rate cuts to support credit growth, in time.

 Fedspeak – – – Kashkari.

Tue 8

Aus Oct Westpac-MI Consumer Sentiment, index 84.6 – – Still holding around deeply pessimistic levels.

Sep RBA Minutes – – – Board did not explicitly consider a rate rise like in August.

Sep NAB Business Conditions, index 3 – – Conditions continue to ease, consistent with official data.

Sep ANZ-Indeed Job Ads, %mth –2.1 – – Points to balance returning to labour market.

 RBA Deputy Governor Hauser – – – Remarks and Q&A in Sydney.

Jpn Aug Household Spending, %yr 0.1 –2.6 – Higher wages struggling to ignite spending.

Aug Current Account Balance, ¥bn 3193 2983 – Current account surplus set to move lower.

US Sep NFIB Small Business Optimism, index 91.2 91.7 – Lingering uncertainty keeping optimism low.

Aug Trade Balance, $bn –78.8 –71.3 – Narrowing as goods consumption weakens.

 Fedspeak – – – Bostic, Musalem, Kugler, Collins.

Wed 9

NZ Oct RBNZ Policy Decision, % 5.25 4.75 4.75  Inflation outlook no longer a barrier to easing.

Aus  RBA Assist’ Gov. (Fin Mkts) – – – Kent speaking in Sydney.

Chn Sep New Loans CNY, ytd 14426.1 – – Latest stimulus measures will take time to appear in data.

M2 Money Supply 6.3 6.4 – Data is due October 9 to 15.

US Sep FOMC Minutes – – – More colour behind the FOMC’s 50bp rate cut.

 Fedspeak – – – Bostic, Logan, Goolsbee, Collins.

Thu 10

Aus Oct MI Inflation Expectations, %yr 4.4 – – Provides a general view on risks.

 RBA Assist’ Gov. (Economic) – – – Hunter panel participation in Sydney.

US Sep CPI, %mth 0.2 0.1 0.1 Shelter poses some downside risks.

Initial Jobless Claims 225 – – Worker strikes and bad weather may test claims.

 Fedspeak – – – Daly, Williams.

Fri 11

NZ Sep REINZ House Sales, %yr –0.7 – – TBC. Signs that buyer interest is lifting…

Sep REINZ House Prices, %yr -0.8 – – … but price growth limited for now.

Sep Manufacturing PMI, index 45.8 – –  Set to remain a low levels.

Sep Food Prices, %mth 0.2 – -0.1  Seasonal fall in fresh vegetable. prices

Sep Rents, %mth 0.3 – 0.3  Rental inflation is easing gradually.

Aug Net Migration, no. 3030 – –  Annual inflow continuing to drop.

UK Aug Monthly GDP, %mth 0 – – Likely to indicate a slowdown in Q3.

US Sep PPI, %mth 0.2 0.1 – Broadly consistent with at-target goods inflation.

Oct Uni. of Michigan Sentiment, index 70.1 70 – Lower borrowing costs to brighten sentiment ahead.

 Fedspeak – – – Goolsbee, Logan.

Sun 13

Chn Sep CPI, %yr 0.6 0.6 – Excess supply and soft consumer demand…

Sep PPI, %yr –1.8 – – … stifling inflation pressures.
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